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MARKET SEGMENTATION, TARGETING, AND POSITIONING 

LEARNING MODULES CHAPTER NINE

We continue with Part 3, Target Market Selection, consisting of Chapters 8, 9 and 10.  Each of us is unique.  We come from different backgrounds, live in different households, and have different interests and goals.  You and your best friend may shop at different stores, listen to different music, play different sports, take different courses in college, and shop in different markets.    

So what is a market?  A market is composed of people with sufficient purchasing power, authority, and willingness to buy.  And marketers must use their expertise to understand the market for a good or service.   

Many markets include consumers with different lifestyles, backgrounds, and income levels.  Nearly everyone buys toothpaste, but that doesn’t mean every consumer has the same tastes and preferences, lifestyle, backgrounds, and income.  So by identifying, evaluating, and selecting a target market to pursue, such as consumers who prefer toothpaste made with all-natural ingredients or those who want an extra-whitening formula, marketers are able to develop more efficient and effective marketing strategies.  We define target market for a product as the specific segment of consumers most likely to purchase a particular product—a toothpaste with all-natural ingredients.

To identify those target markets, marketers must determine useful ways for segmenting different populations and communicating with them successfully.  This chapter discusses useful ways to accomplish this.  

This chapter is organized around the content found in Table 9.1 beginning with market segmentation to target marketing to product positioning—learn it.
Table 9.1
STEPS IN MARKET SEGMENTATION, TARGETING, 

AND POSITIONING
	Market Segmentation
	Target Marketing
	Product Positioning

	1.  Identify bases for segmenting the market

2.  Develop profiles of resulting segments
	3.  Develop measures of segment attractiveness

4.  Select the target segments
	5.  Develop product positioning for each target segment

6.  Develop marketing mix for each target segment




TYPES OF MARKETS   Module 9.1

Products can be classified as either consumer products or business products.  What is the difference?  

Consumer products—







       are bought by ultimate consumers for personal, end-use, such as DVDs, cookbooks, restaurant meals, or fashion magazines.  

Business products—







       are goods and services purchased for use either directly or indirectly in the production of other goods and services for resale.  

Rubber and raw cotton are examples of items generally purchased by manufacturers.  Goodyear buys rubber to manufacture tires; textile manufacturers such as Burlington Industries convert raw cotton into cloth. 

However, in many cases, a single product can serve different uses; or anyone product can be used by both consumers and business alike.  Notice, I can purchase the same set of tires for my family car—consumer products, that General Motors mounts on its Chevy Suburban—business products, because they become part of another product destined for resale.  

How do you classify products as consumer or business products?


        Just think about who is going to buy the product and why or how the product will be used.   How would you classify the bottle of mouthwash?  It all depends on whether you purchase it as a consumer or the supermarket purchases it from some wholesaler for resale.   Or how would you classify the purchase of an HP laptop computer?  Again, you can purchase it for your personal use, or Texas College can purchase it to be used for its online programs.  The purpose behind the use of a product tells the story.



 THE ROLE OF MARKET SEGMENTATION   Module 9.2

There are 6.3 billion people in the world today, nearly 300 million of whom live in the U.S.  In today’s markets, there are too many variables in consumer needs, preferences, and purchasing power to attract all consumers with a single marketing mix.  Firms must attempt to identify the factors that affect purchase decisions and then group consumers according to the presence or absence of these factors.  

Market Segmentation—  






      deals with the division of the total market into smaller, relatively homogeneous groups.  Consider automobiles.  Unlike a century ago, when Henry Ford pronounced that customers could order any color of car they liked—as long as it was black—today there is a make, model, and color for every taste and budget.  But auto manufacturers need to adjust their messages for different markets.  

Criteria for Effective Segmentation—




      Let’s say you are starting a business—a writing instrument business.  There are all kinds of needs and wants for different types of writing instruments—ink pens, pencils, crayons, felt tip pens, fancy pens, accounting pencils, and gold plated pens—expensive and inexpensive pens.  You decide to market to the fancy pen market where there is a growing demand.  This is your market segment—fancy pens.  What does it take to be successful in segmenting your market? There are four criteria that determine effective segmentation. 
1) The market segment must have measurable purchasing power and size.

              A perfect example is women. Women consumers represent a hefty amount of purchasing power with jobs, incomes, and decision-making power.  Women make up half the potential market for many new electronic products.   Lowe’s home improvement chain recognizes the importance of women to its success.  Lowe’s research reveals that women initiate more than 80 percent of home improvement projects—especially large ones such as remodeling a kitchen or adding a bathroom—the chain refocused its marketing efforts to target women—a significant market segment for Lowe’s.  Consequently, Lowe’s has made its stores more comfortable for browsing, buttons that customers can use to summon a salesperson.  The company stocks more appliances and home décor items.

2)   Promote effectively and serve the market segment.  



          Since women are more likely than men to think twice about a technology purchase—and often care about style and color as well as functionality—marketers need to find different ways to appeal to women.  What is the right kind of marketing for women?  Sharp, for example, redesigned its flat-panel TVs—along with its advertising—to appeal to women.  Instead of concentrating on sports channels, Sharp now promotes its AQUOS TVs on Lifetime and the Food Network, as well as in home decorating magazines like Traditional Home.  

3.  Identify segments that are sufficiently large for a good profit margin.  If women, who make up more than half the U.S. population—are now spending $55 billion of $96 billion total a year on electronics purchases, there is plenty of profit potential for the electronics industry.  Radio Shack reports that women now comprise 40 percent of its customer base—up from 20 percent eight years ago.  So Radio Shack is hiring more female store managers, about 1,000 of its 7,000 stores are managed by women.

4.  Aim for segments that match its marketing capabilities.  Smaller firms tend to stick with a particular niche, or target market.  To compete for women’s business, Tri-City Electronics Inc., an upscale North Carolina-based audio-video retailer, installed a children’s play area so that moms could shop freely and replaced its high-tech, industrial atmosphere with a cozier, homier feel—change in atmospherics.  The store owners even offered a tour of their own home, where the products were in use.  They report that sales have been climbing steadily following the changes.  



SEGMENTING CONSUMER MARKETS   Module 9.3
Market segmentation attempts to isolate the traits that distinguish a certain group of consumers from the overall market.  An understanding of the group’s characteristics—such as age, gender, geographic location, income, and buying patterns—plays a vital role in developing a successful marketing strategy.  In most cases, marketers seek to pinpoint a number of factors affecting buying behavior in the target segment.  

For example, marketers in the travel industry consider employment trends, changes in income levels, and buying patterns, age, lifestyle, and other factors when promoting their goods and services.  In theme parks, Disney World has been advertising to adults who are “empty nesters” and groups of friends instead of focusing entirely on families with young children.  In their efforts to attract new students, College and universities are affected by the number of graduating high school seniors and also by changing attitudes toward the value of a college education, and trends in enrollment of older adults and students wanting to study online.

In the next sections, we discuss the four common bases for segmenting consumer markets:        1) geographic segmentation (location graphics), 




         
          2) demographic segmentation (people graphics), 



                         3) psychographic segmentation (mental graphics), and 



               4) product-related segmentation (benefits)

These are known as bases for segmentation—four bases.  And within each base are variables as you can clearly see in the second column of Table 9.2.  Become familiar with the content in this table and examples given in column three—very important material.  Take a few minutes and study it and refer back to it.

Table 9.2                                                                                                          Common Segmentation Variables Used in Consumer Markets

	Segmentation Bases
	Variables 
	Examples

	Geographic         segmentation
	Regional                        City/county size        Population density
	1) Northeast, Southeast, Midwest, New England                  2) Under 50,000, 50,000-100,000, over 1,000,000             3) Urban, suburban, rural

	Demographic segmentation
	Age                               Gender                               Income                         Occupation                    

Education                           Family life cycle 

Generation                    Ethnicity                          Religion                          Nationality            Social class
	1) Newborns, 0-5, 6-12, 13-17, 18-25, 26-34, 65+             2) Male, female                                                                    3) Under $15,000, $15,000-30,000, $30,000-$50,000                                                                 4) Blue collar, white collar, technical, professional, managers, laborers, retired, homemakers                               5) Technical, high school, college, graduate degree          6) Single, married with or without children, divorced, widowed                                                                              7) Gen. Y, Gen. X, baby boomers, seniors                           8) Caucasian, African American, Hispanic, Asian                 9) Protestant, Catholic, Muslim, Hindu, Budda                      10) American, European, Japanese, Australian, Korean                                                                       11) Upper class, middle class, lower class, working class

	Psychographic         segmentation
	Personality                      

Lifestyle                                                                 

Motives                                                 
	1) Outgoing, shy, compulsive, individualistic, materialistic, civic-minded, anxious, controlled, venturesome                                                              2) Outdoor enthusiast, sports-minded, homebody, couch potato, family-centered, workaholic                                                           3) Safety, status, relaxation, convenience Northeast, 

	Product-Related  segmentation
	Benefits sought  

                                     Product usage                           

Occasions or situations        

Price sensitivity
	1) Quality, value, taste, image enhancement, beauty, sportiness, speed, excitement, entertainment, nutrition, convenience                                                                       2) Heavy, medium, and light users; nonusers; former users; first-time users                                                           3) Emergencies, celebrations, birthdays, anniversaries, weddings, births, funerals, graduation                                4) Price sensitive or insensitive, value conscious, status conscious


1) Geographic Segmentation—
is about dividing an overall market into homogeneous (or similar) groups based on their locations. The 300 million people who live in the U.S. are concentrated in major metropolitan areas as shown in Table 9.3.  The nearly 24 million people living in the top 10 metropolitan cities represent eight percent of the U.S. population.

The five states with the most residents are California (34 million), Texas (21 million), New York (19 million), Florida (16 million), and Illinois (12 million).  In contrast, only about 1 million people live in New Hampshire and Maine with about half that number living in Vermont.  

Table 9.3                                                                                                                 The 10 Largest Cities in the U.S.

	City
	Population Size

	1) New York                          2) Los Angeles                     3) Chicago                           4) Houston                          5) Philadelphia                              6) Phoenix                                 7) San Diego                               8) Dallas                                  9) San Antonio                              10) Detroit                   Total
	8.0 million                                 3.6 million                                      2.9 million                                2.0 million                                     1.5 million                                      1.3 million                                     1.2 million                                   1.2 million                                     1.1 million                                     1.0 million                                23.8 million


A look at the worldwide population distribution illustrates why so many firms are pursuing customers around the globe.  China (1.31 billion) and India (1.13 billion) with 12 million babies born each year in China.  Much of the population lives in urban environments in these two countries.  And the two metropolitan areas with the world’s largest populations, Tokyo (12 million) and Mexico City (8.8 million), dwarf New York City.

Geographic areas also vary in population migration patterns.  The most recent census data indicate the 40 million Americans (or 13 percent of the population) lived in a different home than they had a year earlier—over half of them moving for such “housing-related reasons” as a desire for a better house or apartment or to own rather than rent.  U.S. census data also indicate two major population shifts:  migration toward the Sunbelt states of the Southeast and Southwest and toward the West—the West has experienced nearly 20 percent, with the South more than 17 percent.  Nevada has had the highest growth of an individual state at 66 percent.  And Gilbert, Arizona, a suburb of Phoenix has grown nearly 25 percent in two years.  Between now and 2020, the states expected to experience the fastest population growth are Nevada, Hawaii, California, and Washington.  

Major Types of Metropolitan Areas—
the move from urban to suburban areas after World War II created a need to redefine the urban market place.  This trend radically changed cities’ traditional patterns of retailing and led to decline in many downtown shopping areas—although recent trends have been toward the revitalization of downtown areas.  In an effort to respond to these changes, the government now classifies urban data using three categories—1) Core-Based Statistical Area (CBSA), 2) Consolidated Metropolitan Statistical Area (CMSA), and 3) Primary Metropolitan Statistical Area (PMSA) as given in Table 9.4 on the next page.  Become familiar with this table—important.

Using Geographic Segmentation—





             demand for some categories of goods and services can vary according to geographic region.  Marketers of major brands are particularly interested in defining their core regions, the locations where they get 40 to 80 percent of their sales.

Residence location within a geographic area is an important segmentation variable.  City dwellers differ from suburb or rural dwellers.  Suburb and rural people depend on their personal vehicles.  Those living in suburbs spend more on lawn and garden care products than do people living in the city.

Climate is another important segmentation factor.   Consumers in chilly northern states, for example, eat more soup than people who live in warmer southern markets.  But here’s a surprise—they also eat a great deal of ice cream.  Homeowners in warm climates are likely to be interested in the promotional message for outdoor awnings.  

Regional preferences or needs provide useful distinctions.  A consumer might not want to invest in a snow blower or flood insurance but may have to because of the location of their home.  Distinctions also exist within a geographic location.   Consider those who relocate from one region to another for work or family reasons. They may bring with them their preferences from other parts of the country—Californians relocating to Texas or Arkansas.  Using multiple segmentation variables is probably a much better strategy for targeting a specific market.  
Table 9.4                                                                                                                                          Major Types of Metropolitan Areas

	Core Based Statistical Area (CBSA)

· Became effective in 2000 and refers collectively to metropolitan and micropolitan statistical areas.

· Each CBSA must contain at least one urban area with a population of 10,000 or more.

· Each MSA must have at least one urbanized area of 50,000 or more inhabitants.

· Each MSA2 must have at least one urban cluster with a population of at least 10,000 but less than 50,000.

1.  Metropolitan Statistical Area (MSA1)

a)  Urban center of at least 50,000 and MSA population of 100,000 or more.  

b)  Metropolitan areas with a tri-state area:  New York, Chicago, Cincinnati, Memphis, Philadelphia, Washington, D.C,, Ark-La-Tex.

2.  Micropolitan Statistical Area  (MSA2)

     One town of 10,000 to 49,999, at have several of these; and few residents commute outside      

      the area.  567 such micropolises (not mis-spelled) in the U.S.—Granbury, Texas

	Consolidated Metropolitan Statistical Area (CMSA)

· Includes the country’s 25 or so urban giants

· Detroit-Ann Arbor-Flint, Michigan

· Los Angeles-Riverside-Orange County, California

· Philadelphia-Wilmington-Atlantic City (PA, MD, NJ,) 

· Must include two or more PMSA

	Primary Metropolitan Statistical Area (PMSA)

· Ubanized county or set of counties with social and economic ties to nearby areas

· One million plus populations

· Olympia, Washington and Seattle-Tacoma-Bremerton PMSA

· Bridgeport, Connecticut and New York-Northern New Jersey-Long Island PMSA, Riverside-San Bernardino, California is a PMSA within the Los Angeles-Riverside-Orange County PMSA


Geographic Information Systems (GISs)—




        Super Bowl Sunday is more than a sporting event—it is also the single biggest sales day of the year for a pizza company like Domino’s.  On that day alone, Domino’s delivers 900,000 pizzas around the nation.  Domino has built its reputation as the No. 1 pizza delivery company in the world, which means that its delivery system must be as streamlined and efficient as possible.  Delivery companies plan their routes by using statistical databases, maps, and reports.  So Domino’s invested in a geographic information system. 

Geographic information systems (GISs)—




        are computer systems that assemble, store, manipulate, and display data by their location.  GISs simplify the job of analyzing marketing information by relating data to their locations.   The result is a geographic map overlaid with digital data about consumers in a particular area.  Recent technological advances have made GIS software available at lower costs, increasing usage among smaller firms. We are yet to see the full impact GIS technology.



2) Demographic Segmentation—


defines consumer groups according to demographic (people graphics) variables such as gender, age, income, occupation, education, household size, and stage in the family life cycle.  (See Table 9.2 on page 4 (of this module) for more demographic variables.)  This approach is also called socioeconomic segmentation.  Marketers can obtain many of the U.S. Census Bureau’s statistics online at http://www.census.gov. 

Segmenting by Gender—segmenting by gender (male or female) can be tricky.  As the roles, interests, and preferences of men and women change, so have their product needs. So marketers of cars and trucks, power tools, jewelry, and skincare products have had to change the way they segment their markets.  What we are seeing is joint decision-making by men and women.  This is especially true for home improvement products. 

What companies are doing, for instance, is offering the same—or similar—products to both men and women.  Gillette markets its disposable razor Slim Twist in two colors—one for men, one for women—but it’s the same razor nonetheless.  And auto manufacturers have begun to pay far more attention to the purchasing influence of women.  Not only do they now target women in their advertising, but they also consider women’s preferences in the design of vehicles.  The Dodge Caravan appeals to young, active women with busy schedules because of such items as stow-and-go seating.

Segmenting by Age—as with gender, age seems like an easy distinction—baby food for babies, retirement communities for seniors, and dog-food for dogs.  School-age children—and younger—exert considerable influence over family purchases—particularly in food.  Breakfast cereals, snack foods, beverages, and desserts of all kinds are designed to attract the attention of children—who persuade their families to purchase them.

Let’s look in more depth at three age groups whose characteristics have proved to be of particular importance to marketers.

1) Tweens and Teens—







                    tweens—also called preteens—and teens are a rapidly growing market.  According to Teenage Research Unlimited, the purchases that the average teen makes—or influences—add up to about $116 a week.  Multiply that by 52, and you have over $6,000 per year.  This figure includes not only purchases teens may make themselves but also family purchases—such as cars or DVD players—that teens may influence.  As a group, tweens and teens spend more than $150 billion themselves annually on consumer items.  Tweens and teens referred to as Generation Y are not as cynical about advertising as are Generation X, those born between 1966 and 1976.  

Marketers for cell phone companies like Boost Mobile and Virgin Mobile USA are actively targeting the millions of teens who have—or want-their own cell phones.  They sell through surf shops and music stores, they don’t make credit checks or require binding contracts, and they allow teens to purchase prepaid chunks of airtime through outlets like 7-Eleven and Target.  Virgin also offers a popular feature called “rescue ring,” with which customers can schedule an incoming call at a particular time—so they can exit from a boring date or meeting.

Avon, Old Navy, Gap, and even auto manufacturers such as Ford and Toyota have had success marketing to teens.  Cola-Cola Company, for example, has recently opened teen lounges in Chicago and Los Angeles—called Coke Red Lounges—where teens can go to watch music videos, listen to their favorite CDs, play video games, and of course, drink coke.  In Britain, the firm launched www.myCokeMusic.com, a Web site where teens can legally download more than half a million songs.

Cohort Effect—








           is the tendency of members of a generation to be influenced and bound together by significant events occurring during their key formative years, roughly 17 to 22 years of age. The cohort effect would impact the Great Depression generation, as well as the World War II, Vietnam War, and 911 generations.  In other words, these respective generations experienced a change in their priorities and values, especially noticeable after 911.

2) Baby Boomers—








       people, such as your instructor, born between 1946 and 1965—are a popular segment to target because of their numbers.  They are close to retirement—the grandmas and grandpas.  More than two of every five U.S. adults were born in this period.  They are the Vietnam War generation.  

Baby boomers are a lucrative segment for thousands of marketers, possessing a total disposable income close to $1 trillion.  (And as I write this, the news today is reporting that the total U.S. debt has reached $1 trillion as of 7-13-09—just thought I would throw that in).    Being grandparents, they expect to take an active role in their grandchildren’s lives.  When buying toys, for instance, they often purchase items that focus on a shared experience—games they can play with their grandchildren (monopoly and bingo) or craft sets they can assemble together.  The travel industry is targeting the baby boomers and even seniors who have the time, interest, and money for such travel.

3) Seniors—








            marketers also recognize a trend dubbed the graying of America.   By 2025 one American in five will be over age 65. The current median age of the U.S. population is 35.2 years, and the average life expectancy in the U.S. has increased for both genders to age 74 for men and to age 79 for women.    

In the U.S., heads of households aged 55-plus control about three quarters of the country’s total financial assets. Their discretionary incomes and rates of home ownership are higher than those of any other age group.  They account for about 40 percent of new car sales and most of the travel dollars spent.  Some refer to these prosperous consumers as WOOFs—Well-Off Older Folks. 

One way marketers have targeted seniors is through the senior discount.  They do represent potentially loyal customers.

But we shouldn’t treat elderly as a uniform group suggests a research study of Grey Advertising Inc.  The study divides the elderly into four categories: 

1)  Healthy hermits—
· who made up 38% of the survey respondents 

· they are in good health but have little interest in staying active or making social contacts. 

· Good-market for tax and legal advice, home entertainment, do-it-yourself products and   domestic services

2)  Ailing outgoers—







                       

·   about 34% of the respondents,



·   are in poor health but are still socially active and health-conscious because they are unwilling to accept “old-age” status. 

·    good target market for planned communities, medical and health services, and leisure marketers.

4) Frail recluses— 


· 15% of survey 

· also in poor health but are socially and psychologically withdrawn  

  

· they make good targets for home health-care, medical services and home entertainment concerns.













5) Healthy indulgers— 


· the remaining 13% of study  

· are outgoing and in good health  

· ripe for financial services, travel and entertainment, clothing and high-tech products

Segmenting by Ethnic Group— 





                  According to the Census Bureau, America’s racial and ethnic makeup is changing.  Because of comparatively high immigration and birthrates among some minority groups, the Census Bureau projects that by 2050, only half of the population will belong to the formerly white majority, and Hispanics will comprise nearly a quarter of the U.S. population, at 103 million. It is important to note that spending by these groups is rising at a faster pace than for U.S. households in general.

Figure 9.7                                                                                                                               Breakdown of U.S. Minority Population

	Ethnic makeup
	Population (in millions)

	Total population Hispanic                                                      African American                                           Asian                                                           Native American                                              Other                                                                 2 or more Races
	286.0 million                              38.8  (13.5%)                             36.6  (12.8%)                                   12.7  (  4.4%)                                     4.0    (  1.4%)                                       1.0    (  0.03%)                                      6.8    (  2.4%)                                                                                                                        


Hispanics and African Americans—as Figure 9.7 shows, Hispanics and African Americans are currently the largest racial/ethnic minority groups in the U.S.  The Hispanic population’s growth rate is four times that of the African-American population and nine times the growth rate of whites.  U.S. Hispanics disposable income has increased by nearly a third over a two-year period—to $652 billion in a recent year—double the rate of the rest of the population.

Many marketers from fast food restaurants to retailers to Major League Baseball (MLB) and to the National Basketball Association (NBA) have focused their efforts on the Hispanic population in the U.S.  These two sports leagues have regularly broadcast their games in Spanish.  They also designate certain nights a week as Hispanic nights with special T-shirts and other promotions.  

About $2 billion is spent each year on advertising to the Hispanic market.  Procter & Gamble tops the list of advertisers to the Hispanic market, followed by Philip Morris, General Motors, AT&T, and McDonald’s.  Johnson Publishing, publisher of Ebony and Jet magazines, is the top advertiser to African-American markets.

Critics warn against stereotyping when trying to reach these two large and lucrative markets.  However, messages that some people find acceptable may be offensive to others.  Marketers whose goal is to build long-lasting relationships with consumers need to consider these issues carefully.

Asian Americans—








        are the second fastest growing segment of the U.S. population.  The Census Bureau, which includes Pacific Islanders in its Asian segment, estimates that this group will grow to 23 million by 2020.  Asian-Americans are an attractive target for marketers because they also have the fastest growing income. Their average income per household is considerably higher than that of any other ethnic group, including whites.

Asian-American population is concentrated in fewer geographic areas than are other ethnic markets.  One-half of Asians live in the West, and 95 percent live in metropolitan areas.  Companies can lower their costs of reaching Asian-American consumers by advertising in appropriate local markets rather than on a national scale.  Honda’s first Asian-American advertising campaign, called “Calligraphy”, was launched in Los Angeles.

Native Americans—








              is growing at double the rate of the U.S. population in general—an increase of 26 percent over a decade.  Four of ten Native Americans live in the West, and three in ten live in the South.  Eleven states (listed in descending order) include 62 percent of the Native-American population:  California, Oklahoma, Arizona, Texas, New Mexico, New York, Washington, North Carolina, Michigan, Alaska, and Florida.  As a group, Native Americans tend to be younger than the population as a whole, with a median age of 27.

Native-American household incomes have been gaining ground in recent years—with a median income of $31,800, almost tied with Hispanics’ median at $31,700.  They own nearly 200,000 businesses nationwide, with more than $34 billion in revenues.  Their business ownership has extended to large entertainment centers like Foxwoods—a huge resort and casino in Connecticut that is owned and operated by the Mashantucket Pequot Tribal Nation (Pequot means “the fox people”).  Nationwide, nearly 300 tribally owned casinos generate revenues of close to $15 billion per year.

People of Mixed Race—







          or from interracial marriages.  U.S. residents completing census forms now have the option of identifying themselves as belonging to more than one racial category.  Marketers need to be aware of this change, especially in comparing the new statistics with data from earlier censuses.

Segmenting by Family Life Cycle Stages—




           is another form of demographic segmentation which employs the stages of the family life cycle—the process of family formation and dissolution.  The underlying theme of this segmentation approach is that life stage (not age) is the primary determinant of many consumer purchases.   Figure 9.8 shows the process of family formation and dissolution.  

Figure 9.8                                                                                                                                             A Modernized View of the Family Life Cycle

	Stage
	Family 

	1
	Young single

	2
	Young married without children

	3
	Other young                                                                                       a. Young divorced without children                                                b. Young married with children                                                        c. Young divorced with children 

	4
	Middle-aged                                                                                  a. Middle-aged married without children                                                    b. Middle-aged divorced without children                                                       c. Middle-aged married with young and adolescent children                                    d. Middle-aged divorced with young and adolescent children                                    e. Middle-aged married without dependent children                                      f.  Middle-aged divorced without dependent children

	5
	Older                                                                                                  a. Older married                                                                             b. Older unmarried (divorced, widowed)

	6
	All other                                                                                       All adults and children not accounted for by the family life cycle stages


A young single person setting up an apartment for the first time is likely to be a good prospect for inexpensive furniture and small home appliances.  On the other hand, a young single person who is still living at home will probably have more money to spend on goods such as sporting and entertainment equipment, personal-care items, and clothing.  As couples marry, their consumer profiles change.  Couples without children are frequent buyers of personalized gifts, power tools, furniture, and homes.  Eating out and travel may also be part of their lifestyles.

The birth of a first child changes any couple’s consumer profile considerably; parents must buy cribs, changing tables, baby clothes, baby food, car seats, and similar products.  Parents tend to spend more on the first child than on the others, relying on hand-me-downs.  Today the average woman gives birth to fewer children than she did a century ago, and usually waits until she is older to have them.  The average age for American women to have their first child is 25.  This allows them to be more financially established with more money to spend.

Families typically spend the most during the years their children are growing—during middle-age—on everything from housing, food, and clothing to braces and college.  Thus , they often look to obtain value wherever they can.  Wal-Mart has capitalized on this group by giving them the best value possible—The Low Price Leader.

Once the children are grown and on their own—or at least off to college—married couples enter the “empty nest” stage.  Empty nesters may have the disposable incomes necessary to purchase premium products.  They may treat themselves to a new and more luxurious car, or buy a vacation home.  In later years, empty nesters may decide to sell their homes and become customers for retirement or assisted living communities.

One trend noted by researchers in the past decade is an increase in the number of grown children who have returned home to live with their parents.  Appropriately called “boomerangs,” some of these grown children bring along families of their own.  Another trend is the growing number of grandparents who care for grandchildren on a regular basis—making them customers all over again for baby and child products—toys, food, and safety devices.

One final group worth mentioning—and noted by Pat Buchanan’s best-selling book, “The Death of the West”—is DINK or “Double Income, No Kids,” meaning plenty of money for couples to live it up and no brats to tend to a five o’clock in the morning.  The DINK lifestyle can be a shallow one, adding nothing to the propagation of the race and family line, but can pursue expensive pleasures that this world has to offer.

Segmenting by Household type—






          the first U.S. census in 1790 found an average household size of 5.8 persons.  Today, that number is below 3 for several reasons:
          





          1) lower fertility rates (including the decision to have fewer children or no children at all),  
          2) young people’s tendency to postpone marriage, 




          3) the frequency of divorce, and 







          4) the ability and desire of many people to live alone.

Today’s U.S. households represent a wide range of diversity.  



             1) households with a married couple and their children; 




          2) households that are blended through divorce or loss of a spouse and remarriage; 
          3) those headed by a single parent, same-sex parents or grandparents; 


          4) couples without children; 







          5) groups of friends; and








 6) single-person households.  In response to people living alone for a variety of reasons, the food industry manufacturers are downsizing products, offering more single-serve foods ranging from soup to macaroni and cheese.

Same-sex couples who share households—with or without children—are on the rise.  According to the Urban Institute, 22 percent of gay couples and 34 percent of lesbian couples are now raising children.  Consequently, more and more companies have begun offering domestic-partner benefits/insurance (health, life, retirement, dental) for same-sex couples—approximately 3 in 10 large companies now provide such benefits.

Segmenting by Income and Expenditure Patterns—



    Income is another factor of demographic segmentation.  Marketers often target geographic areas known for the high incomes of their residents.  Or they might consider age or household type when determining potential buying power.  

Engel’s Laws— 








      How do expenditure patterns vary with income?  Over a century ago, Ernst Engel, a German statistician, published what became known as Engel’s laws—three general statements based on his studies of the impact of household income changes on consumer spending behavior.  According to Engle, as household income increases, the following will take place: 
          1)  A smaller percentage of expenditures go for food.  




          2) The percentage spent on housing and household operations and clothing remains constant.   3) The percentage spent on other items (such as recreation and education) increases.

Engel’s laws can help marketers target markets at all income levels.  It is interesting to note that, regardless of the economic environment, consumers still buy luxury goods and services. One reason is that some companies now offer their luxury products at different price levels.  For example, Mercedes-Benz has its lower priced C-class models, while Tiffany sells a $100 Elsa Peretti sterling silver pendant with chain.  In this way, these companies can broaden their markets or offer greater assortment in their product-line, while increasing sales and profits.



3) Psychographic Segmentation— 

Divides a population into groups that have similar psychological characteristics, values, and lifestyles.  Lifestyle refers to a person’s mode of living; it describes how an individual operates on a daily basis.  Consumer’s lifestyles are composites of their individual psychological profiles, including their needs, motives, perceptions, and attitudes.  A lifestyle also bears the mark of many other influences, such as family, job, social activities, and culture.  

The most common method for developing psychographic profiles of a population is to conduct a large-scale survey that asks consumers to agree or disagree with a collection of several hundred AIO statements.  These AIO statements describe various activities, interests, and opinions.  The resulting data allow researchers to develop lifestyle profiles.  Marketers can then develop a separate marketing strategy that closely fits the psychographic makeup for each lifestyle segment. 
In 1980, the research and consulting firm SRI International developed a psychographic segmentation system called VALS—Values and Lifestyles.  In 1990, SRI revised the system (VALS2) to link it more closely with consumer buying behavior.  VALS2 is based on two key concepts:  resources and self-motivation.

VALS2 divides consumers into eight psychographic categories.  The profile for these categories and their relationships are detailed in the Figure 9.10.  

Understanding VALS2—

· The differences in resources are shown as vertical distances, and self-orientation is represented horizontally.

· The resource dimension measures income, education, self-confidence, health, eagerness to buy, and energy level.

· Self-orientations divide consumers into three groups:  

1. Principle-oriented consumers who have a set of ideas and morals—principles—that they live by; 

2. Status-oriented consumers are influenced by what others think; 

3.   Action-oriented consumers seek physical activity, variety, and adventure.
Figure 9.10                                                                                                              The VALS2 Network
	                                                     Actualizers                                    High Resources                    

     Self-confident.

     Enjoy the “finer things.”

     Receptive to new products and technologies.

	        Principle Oriented
	           Status Oriented
	            Action Oriented

	Fulfilleds
Value knowledge.

Little interest in image or

    prestige.

Like educational and public

    affairs programming.

Read widely and often.
	Achievers
Image conscious.

Relatively affluent.

Attracted to premium products.

Average TV watchers.
	Experiencers
Action-oriented.

Follow fashion and fads.

Spend much of disposable

    income on socializing.

Buy on impulse

Listen to rock music.

	Believers
Traditional,

Family-oriented

Buy-American.

Slow to change habits.

Look for bargains.

Watch TV more than average
	Strivers
Image-conscious,

Limited discretionary, 

    incomes, but carry credit 

    balances.

Spend on clothing and 

    personal-care products,

Prefer TV to reading.
	Makers
Self-sufficient, hands-on,

Shop for comfort, durability, value,

Unimpressed by luxuries,

Read auto, home mechanics, 

     fishing magazines.

	Strugglers
                                                    Restricted consumption

                                                    Concerned with security and safety.

                                                    Brand loyal.

                                                    Trust advertising.

                                                     Watch TV often.                                                Low Resources


SRI has created several specialized segmentation systems based on this approach.  GeoVALS, for instance, estimates the percentage of each VALS type in each U.S. residential zip code.  JapanVALS was developed to help companies understand Japanese consumers, and iVALS focuses on Internet sites and users.  Product, services, and media data are available by VALS-types from companies’ databases.  VALS2—important, learn it.



4)  Product-Related Segmentation— 

Is the final segmentation base, and involves dividing a consumer population into homogeneous groups based on characteristics of their relationships to the product.  This segmentation approach can take several forms:  







               1) segmenting based on the benefits that people seek when they buy a product, 

              2) segmenting based on usage rates for a product, and 




           3) segmenting according to consumers’ brand loyalty toward a product.

Segmenting by Benefits Sought—





    focuses on the attributes that people seek and the benefits they expect to receive.  For example, you may purchase a particular watch because of the its low price or because of its durability and general product quality, or maybe because it is a status symbol of some important occasion or to make a statement.  Years ago the better-known watch companies focused almost exclusively on producing expensive watches, stressing prestige and selling through jewelry stores.  The U.S. Time Company (remember—“takes a licking but keeps on ticking”) decided to focus on inexpensive and durable watches creating Timex watches and selling them through mass merchandisers.  This segmentation strategy led to its becoming one of the world’s largest watch companies. 

One of the most successful benefit segmentations was reported by Russell J. Haley in the Journal of Marketing, July1963, pp. 30-35 who studied the toothpaste market in Exhibit 9.3.  The benefits are shown in the first column.  Other segmentation bases are given in the other columns.

Exhibit 9.3                                                                                                                         Benefit Segmentation of the Toothpaste Market

	Benefit Segments
	Demographics
	Behavioristics
	Psychographics
	Favored Brands

	Economy               (low price)
	Men
	Heavy users
	High autonomy, value oriented
	Brands on sale

	Medicinal          (decay prevention)
	Large families
	Heavy users
	Hypochondriac, conservative
	Crest

	Cosmetic           (bright teeth)
	Teens, young adults
	Smokers
	High sociability, active
	Macleans, Ultra Brite

	Taste                  (good tasting)
	Children
	Spearmint lovers
	High self-involvement, hedonistic
	Colgate, Aim


Also, an excellent study was done in the snack food market as show n in Exhibit 9.4.  There is a lot more valuable marketing information in this exhibit.  Study it.  And even if a business offers only one product line, however, marketers must remember to consider product benefits.  Two people may buy the same product for very different reasons.  A box of Arm & Hammer baking soda could end up serving as a refrigerator freshener, a toothpaste substitute, an antacid, a detergent supplement for washing clothes, or a deodorizer for a cat’s litter box.

Exhibit  9.4                                                                                                         Benefit Segmentation of the Snack Food Market
	Segmentation Base
	Nutritional 

Snackers
	Weight

Watchers
	Guilty Snackers
	Party

Snackers
	Indiscriminant

Snackers
	Economical 

Snackers

	Benefits Sought
	Nutritious, all natural ingredients
	Low calorie, quick energy
	Low calorie, good tasting
	Can be served to guests, goes well with beverages
	Good tasting, 

satisfies hunger cravings
	Low price,          best value



	Types of Snacks Eaten
	Fruits, vegetables, cheeses
	Yogurt, vegetables
	Yogurt, cookies, crackers, candy
	Potato chips,

nuts, crackers, pretzels
	Candy, ice 

cream, cookies, potato 

chips, pretzels, popcorn
	No specific        products

	Snack

Consumption Level
	Light
	Light
	Heavy
	Average
	Heavy
	Average

	Percentage of Snackers
	23%
	15%
	10%
	16%
	16% 
	19%

	Demographic Characteristics
	Better educated, have young children
	Younger, single


	Less educated, lower incomes
	Middle-aged, 

suburban
	Teens
	Better educated, larger families

	Psychographic Characteristics
	Self-assured, controlled
	Outdoorsy, influential, venturesome
	Anxious, isolated
	Sociable, outgoing
	Hedonistic time deprived
	Self-assured, price sensitive


Segmenting by Usage Rates—





             involves grouping customers according to the amounts of a product that they buy and use.  Markets can be divided into:

1) heavy-users, moderate-users, and light-users segments.  Or they might be divided into:

2) nonusers, ex-users, potential users, first-users, heavy-users, and regular users of the product.
So depending on a company’s marketing goals, they may want to target heavy, moderate, or light users as well as nonusers.  A company may attempt to lure heavy users of another product away from their regular brands to try a new brand.  Nonusers  and light users may be attractive prospects because other companies are ignoring them.
The 80/20 principle—holds that a big percentage of a product’s revenues—maybe 80 percent—comes from a relatively small, loyal percentage of total customers—perhaps 20 percent.  The 80/20 principle is sometimes referred to as “Praedo’s Law.”   The point being that relatively few heavy users of a product can account for much of its consumption.  

Segmenting by Brand Loyalty—






                  this third product-related segmentation method deals with the strength of the brand loyalty consumers feel toward a product.  Exhibit 9.5 shows four different loyalty statuses.  A classic example of brand loyalty segmentation is airline frequent-flyer programs.  Originally targeted at heavy users—business travelers—frequent-flyer programs now help to tie even occasional travelers to specific airlines.  The success of these programs has resulted in similar efforts in the hotel industry, bookstores, and elsewhere.  Airlines also try to develop loyalty by increasing seat size, offering in-flight entertainment, and serving more destinations.  

Exhibit 9.5                                                                                                                                      Loyalty Status
	Hard-core loyals
	Consumers who buy one brand all the time.  The buying pattern is  

A, A, A, A, A represents a consumer with undivided loyalty to brand A.

	Soft-core loyals
	Consumers who are loyal to two or three brands.  The buying pattern 

is A, A, B, B, A, B—a divided loyalty between A and B

	Shifting loyals
	Consumers who shift from favoring one brand to another.  The buying

Pattern is A, A, A, B, B, B would suggest a consumer who is shifting 

brand loyalty from A to B.

	Switchers
	Consumers who show no loyalty to any brand.  The buying pattern 

A, C, E, B, D, B would suggest a non-loyal consumer who is either 

deal prone (buys the brand on sale) or variety prone (wants 

something different). 


Using Multiple Segmentation Bases—







Segmentation is a tool that can help marketers increase their accuracy in reaching the right markets.  Like other marketing tools, segmentation is probably best used in a flexible manner—for instance, combining geographic, demographic, and psychographic techniques with product-related segmentation.  The important point is that segmentation is a tool to help marketers get to know their customers better and ultimately satisfy their needs with the appropriate goods and services.



THE MARKET SEGMENTATION PROCESS   Module 9.6

Once you understand the bases of segmentation and their corresponding variables, you must decide which segmentation base—(or bases)—to use.  Firms have two options here:  





           Option #1—a management driven method, in which segments are predefined by managers based on their marketing goals.  
               Option #2—a market-driven method, in which segments are defined by asking customers which attributes are important.   Then marketers follow a four-stage process.

Develop a Relevant Profile for each Segment—




        the task in this first stage is to develop a profile of the typical customer in each segment.  Such a profile might include information about lifestyle patterns, attitudes toward product attributes and brands, product-use habits, geographic locations, and demographic characteristics (female, age, income).
Forecast Market Potential—






        market potential sets the upper limit on the demand that competing firms can expect from a segment.  Multiplying by market share determines a single firm’s maximum sales potential.  For instance, your estimated total demand for the product is $500,000 x .10 (your market share) = $50,000.  You should then make a preliminary go or no-go decision for the company. 

Forecast Probable Market Share—





           a firm must forecast its probable market share.  1) Competitors’ positions in targeted segments must be analyzed, and 2) a specific marketing strategy must be determined to reach these segments.  These two activities may be preformed simultaneously.  This allows you to determine the expected level of resources you must commit to.
Select Specific Market Segments— 





        the information, analysis, and forecasts throughout the entire market segmentation process,  enable management to assess the potential for achieving company goals and to justify committing resources in developing one or more segments. Demand forecasts, together with cost projections, determine the profits and the return on investment (ROI) that the company can expect from each segment.  Marketing strategy and tactics must be designed to reinforce the firm’s image, yet keep within its unique organizational capabilities.



STRATEGIES FOR REACHING TARGET MARKETS   Module 9.7

Marketers have identified four basic strategies for achieving consumer satisfaction:  Undifferentiated marketing, differentiated marketing, concentrated marketing, and micromarketing.  An appropriate match of the product to the needs of particular target markets is vital to the firm’s marketing success.

Undifferentiated marketing—a market strategy that focuses on producing a single product (same marketing mix) and marketing it to all customers; also called mass marketing or no segmentation.  It was common in the past but not today.  A firm that attempts to satisfy everyone in the market with one standard product may suffer if competitors offer specialized units to smaller segments of the total market and better satisfy individual segments.  

Differentiated Marketing—a market strategy that focuses on producing several products and pricing, promoting, and distributing them with different marketing mixes designed to satisfy smaller segments.  Also called multisegment strategy.  Oscar Mayer, a marketer of a variety of meat products, for example, increased its sales by introducing a new product—Lunchables—aimed at children.  In general, however, differentiated marketing also raises costs—production costs, inventory costs, and promotional costs because each segment demands a unique promotional mix.  

Concentrated Marketing—a market strategy that focuses on satisfying a single market segment; also called niche marketing.  This approach can appeal to a small firm that lacks the financial resources of its competitors  and to a company that offers highly specialized goods and services.  Kohl’s, JCPenney, and Wal-Mart all sell children’s clothing, but Hot Topic is aimed straight at tweens and teens who want the hottest (or coolest) alternative trends in fashion and accessories.  Hot Topic is a retailer with nearly 500 stores across the country staffed by workers who look just like their customers—wearing rock T-shorts, white makeup, long vinyl coats, chain belts, and lots and lots of black.  And Hot Topics fashions and atmosphere are based on the latest alternative music. The Business Department at Texas College has four segments for its  business majors—management, accounting, human resources management, and Success Program.

Micromarketing—the fourth targeting strategy, still more narrowly focused than concentrated or niche marketing, involves targeting potential customers at very narrow, basic levels, such as by zip code, specific occupation, or lifestyle.  The salesperson, for instance, at your favorite clothing boutique may contact you when certain merchandise that she thinks you might lie arrives at the store.  Bealls Department store gives a pre-recorded phone message from Jennifer to my wife, Dawn, at least once or twice a month alerting her of the great specials at Bealls over the weekend.  The Internet may allow marketers to make micromarketing even more effective.  By tracking specific demographic and personal information, marketers can send e-mail directly to individual consumers who are most likely to buy their products.  

Micromarketing has its dangers.  For one, the market may be too small and specialized to be profitable.  In addition, a company may suffer from myopia—too narrow a view—where it loses sight of other reachable markets.



POSITIONING YOUR PRODUCT   Module 9.8

Having chosen a strategy for reaching your firm’s target market, marketers must then decide how best to position the product.  Two marketing guru’s in 1981, Al Ries and Jack Trout in their book Positioning, introduced this very important concept.  At the start of this chapter, we talked about market segmentation            target marketing            and finally positioning (see Table 9.1).  Positioning is a communication tool to reach target customers in a crowed marketplace.

Positioning—









      seeks to put a product in a certain position, or place, in the minds of prospective buyers.  Marketers use a position strategy to distinguish their firm’s offerings from those of competitors and to create promotions that communicate the desired position.  

Positioning Strategies—






              possible approaches include positioning a product according to the following categories:

1.  Attributes—Ads for Talbot’s line of women’s clothing claim, “It’s a classic.”  The Chevy Tahoe is “Like a rock,” or “Built Ford tuff.”  





          2.  Price/quality—Chelsea House furniture likes to be “Reflecting a graceful way of living.”  Or Wal-Mart is your “Low price leader.”  Mobil 1 synthetic engine lubricant. 

                       3.  Competitors—Hidden Valley Ranch says, “We made it first.  We made it right.”                     4.  Application—Whirlpool wants to “Wash your world clean.”                                                     5.  Product user—Crane’s make its stationery “for the writer somewhere in each of us.”                 6.  Product class—The diamond industry claims, “A diamond is forever.”                                  7.  Time of day—Nyquil night-time cold remedy.  




          8.  Gender—Virginia Slims  







          9.  Age—Geritol (as in geriatrics—diagnosis and treatment of diseases and problems specific to the aged.)

Whatever strategy you choose, you want to emphasize a product’s unique advantages and to differentiate it from competitors’ options.

Positioning map—

To assist in formulating segmentation and positioning strategies, marketers can use positioning maps or perceptual maps.  By plotting where market needs exist and where competitors are doing business, you can visually see where might be the best place to position your own products.  On the basis of what you see on a perceptual map, you might reposition your product through a change in product, price, promotion, or distribution strategies.  Repositioning is about changing the position it holds in the minds of perspective buyers relative to the positions of competing products.

Consider a pizza shop located near a college campus.  If it recognizes that it is in a location that is considered not so desirable for people who have families, then it should consider positioning its business more toward the needs of students.  If it recognizes that students are interested in low prices, then it should position more toward lower price products than higher price products.  

more expensive

         * LITTLE ITALY RESTAURANT

                              |

                * MAMMA MIA'S |         * MAMMA MIA'S

                  (west side) |          (east side)

                              |

            * PIZZA HUT       |   * SCAPPARATI'S

                              |

  family                    * JO JO'S             student
   ---------------------------+---------------------------

  oriented    * TONI'S BUFFET |                   oriented
                              |   US

                              |   [#] ---------->[X]should

                              |   NOW                be

                              |                     here

                              |

                              |

                              |* FRED'S SLICE-O-TERIA

                              |

                        less expensive

Is it better to position a product away from competitors or to use a head-to-head positioning strategy? 

Sometimes you would position on top of competitors because that is where the market needs    are—that's why everyone is doing business there and not somewhere else on the map. Other times, you might realize that you cannot possibly compete against strong established market players and you should look for consumer needs or market niches that are positioned elsewhere on the map.

THE END
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